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Problems  Confronting  the 
Petroleum  Industry 


No  one  can  come  to  St.  Louis 
without  a  thought  of  the  fact 
that  within  little  more  than  a 
hundred  years  this  great  Louisiana  terri- 
tory has  been  transformed  from  the  home 
of  the  frontiersman  to  a  vast  empire  of 
wealth  and  greatness. 

Is  there  any  part  of  America  which  has 
so  captured  the  imagination  of  the  Ameri- 
can boy  as  the  old  American  west?  Has 
there  been  a  more  characteristic  Ameri- 
can, possessed  of  more  typical  American 
qualities,  than  the  frontiersman  into  whose 
original  habitat  we  have  come  for  this 
afternoon?  I  fear  that  we  who  were  boys 
once,  owe  more  to  the  novelist  than  to  the 
historian  for  the  pictures  of  our  boyish 
heroes   with  real  American  qualities. 

These  were  the  sturdy  qualities  of  re- 
sourcefulness, of  initiative,  of  self  reli- 
ance and  of  neighborliness,  without  which 
the  peopling  of  this  vast  western  coun- 


try — ^tiie  greatest  commercial  develop- 
ment of  the  world's  history — could  never 
have  been  accomplished.  They  were  the 
qualities  of  the  individual,  as  the  conquest 
of  this  vast  country  was  an  individual 
rather  than  a  state  conquest.  The  institu- 
tion of  law  and  order,  and  the  erection  of 
government  machinery  followed  in  the 
path  of  the  pioneer,  but  civilization  was 
wrested  from  the  wUdemess  by  individual 
effort. 

DaagcfB  ki  Stite  Cottrol 

We  are  now  at  a  period  in  our  history, 

both  as  a  nation  and  as  an  industry,  when 
the  best  qualities  of  the  frontiersman,  the 
spirit  of  adventure  and  achievement,  the 
initiative  and  resourcef uhiess  of  the  Amer- 
ican business  man,  are  in  danger  of  sub- 
mersion by  a  rising  tide  of  Socialistic 
doctrine  and  immoderate  State  regulation. 
Less  than  a  month  ago  we  celebrated  the 
anniversary  of  four  years  of  peace — ^four 
years  in  which  industry  the  world  over,  in 
its  endeavor  to  return  to  normal,  has  had 
to  deal  at  every  turn  with  the  question  of 
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State  control,  or  in  some  countries,  with 
the  lack  of  State  control.  That  period 
followed  two  years  of  the  organization  of 
all  of  our  resources  in  the  service  of  our 
government  against  the  enemy.  We  have 
there  a  contrast  which  is  sufficiently  im- 
portant to  us,  both  as  citizens  and  as  busi- 
ness men,  to  justify  a  few  observations 
on  the  subject  of  the  proper  limits  of  gov- 
ernmental activities — especially  as  it  is  of 
grave  concern  to  the  petroleum  industry 
today. 

What,  first,  can  the  State  do  for  us? 
What  can  we  reasonably  ask  it  to  do?  We 
can  look  to  the  government  of  our  coun- 
try to  maintain  law  and  to  render  justice, 
not  forgetting  that  our  ideas  of  justice 
change  from  generation  to  generation  and 
that  by  orderly  and  constitutional  process 
our  system  of  law  should  change  and  de- 
velop correspondingly.  Now  if  the  gov- 
ernment is  to  carry  out  this  task  it  must 
keep  itself  free  and  it  must  keep  itself 
from  being  unduly  burdened.  It  must  be 
free  from  prejudice  and  bias;  it  must  not 
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be  the  organ  of  a  single  class  or  group; 

it  must  be  free  to  act  as  arbiter  between 
conflicting  groups  and  sections,  un- 
pledged and  unprejudiced.  And  it  must 
not  be  burdened  with  lesser  tasks. 

If  the  time  and  energies  of  the  men  at 

the  head  of  the  nation  are  taken  up  with  a 
host  of  government  undertakings,  if  too 
great  a  proportion  of  the  country's  indus- 
try comes  under  centralized  state  control, 
those  men  have  neither  the  time  nor  the 
vigor  required  for  their  more  essential 
work. 

State  Should  Help  Men 
to  Help  Themselves 

We  can  look  to  the  government  again 
to  assist  in  giving  the  individual  a  fair 
and  full  opportunity  in  the  race  of  life. 
It  is  not  the  business  of  the  government  to 
run  the  race  for  the  people;  it  is  its  busi- 
ness to  train  them  to  run  the  race,  and  to 
hold  a  fair  field.  The  acid  test  of  every 
proposed  extension  of  state  activity 
diould  be,  will  it  help  the  average  man  to 
help  himself y  or  is  it  merely  doing  for  him 
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something  he  could  do  for  himself  and 
would  be  the  better  for  trying? 

Again  we  can  look  to  the  government 
to  maintain  the  legitimate  interests  of 
American  industry  abroad.  It  is  not 
merely  at  home  that  justice  must  be  done 
and  equal  opportunity  assured.  Fre- 
quently the  action  of  other  nations  im- 
perils genuine  American  interests,  enters 
prises  vital  to  the  expansion  of  our  trade 
and  our  prosperity.  In  this  field  the 
American  business  man  can  confidently 
claim  the  support  of  his  GU)vernment,  al- 
though he  has  not  always  received  it  in  as 
ample  measiffe  as  have  the  business  com- 
munities of  European  countries,  nor  as  , 
effectively  as  he  is  receiving  it  from  our 
own  government  today. 

American  business  men  do  not  ask  that 
their  government  should  provide  the  initi- 
ative it  is  their  own  job  to  supply;  they 
do  not  ask  their  government  to  use  un- 
fairly the  great  power  that  this  nation 
now  exercises  in  the  decision  of  world 
policy;  they  do  not  ask  for  any  special 
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privilege  for  legitimate  business  or  any 
support  for  illegitimate  business.  They 
ask  that  when  American  investors  have 
expended  large  sums  in  developing  the  re- 
sources of  other  lands,  taking  the  fair 
risks  of  failure  from  economic  causes  that 
attend  on  all  new  enterprises  they  should 
not  also  be  exposed  to  unfair  political  at- 
tack and  confiscation  either  at  heme  or 
abroad. 

There  is  nothing  which  will  so  insidi- 
ously lead  to  the  disintegration  of 
American  trade  influence  abroad  as  the 
sapping  of  the  strength  of  industry  at 
home  by  the  exercise  to  the  point  of  con- 
fiscation of  the  Government's  taxation 
power.  Fortunately,  with  our  growing 
stake  in  foreign  trade,  public  opinion  and 
governmental  policy  are  coming  to  reflect 
the  changing  situation. 

World  Suffers  from  State 
Trying  To  Do  Too  Much 

It  is  equally  important  to  consider  what 
the  state  cannot  do  for  us,  or  should  not 
try  to  do.  There  is  perhaps  more  danger 
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of  the  state  trying  too  much  than  too 
little.  The  world  is  suffering  from  an  ex- 
cess of  state  activity.  This  is  seen  on  the 
political  side  in  the  swollen  and  exag- 
gerated form  taken  by  the  spirit  of  nation- 
alism, a  healthy  and  constructive  force 
within  reasonable  limits,  but  an  intolerant 
and  mischievous  force  when  unchecked. 
It  is  seen  on  the  economic  side  in  the 
sweeping  experiments  in  government 
ownership  and  government  control  and 
govemment  panaceas  for  all  ills  which 
have  been  tried  on  the  hapless  peoples, 
particularly  of  Europe,  these  last  few 
years. 

It  is  encouraging  to  note  that  through- 
out Europe  the  swing  is  away  from  the 
exaggerated  Grovernment  intervention  in 
business  and  away  from  the  rapid  growth 
of  bureaucracy  which  were  notable  dur- 
ing and  after  the  war.  In  Great  Britain 
decontrol  has  been  the  watchword  for  two 
years  past,  and  the  recent  elections  have 
brought  into  the  British  parliament  a 
large  number  of  men,  of  vinous  parties, 
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pledged  against  the  sweeping  plans  of 
nationalization  of  industries  which  have 
been  in  vogue  there  and  in  other  coun- 
tries. 

In  Russia  the  new  Economic  Policy 
is  now  in  force.    After  three  years  of 
trial,  the  Communist  leaders  themselves 
have  recognized  that  the  conception  of  the 
rights  of  private  property  is  rooted  deep 
in  human  needs  and  human  nature,  that 
state  operation  cannot  compare  in  effec- 
tiveness with  private  enterprise,  and  that 
the  productivity  of  that  great  country  can" 
be  brought  back  to  normal  only  by  allow- 
ing trade  and  private  initiative  to  revive. 
True,  they  still  consider  that  the  capital- 
ist is  at  best  a  necessary  evil,  and  that  the 
system  of  private  property  and  individual 
enterprise,   though   now   reprieved,  is 
doomed  eventually.    But  at  least  they 
agree  that  that  day  of  doom  has  not  yet 
come. 

And  in  Germany,  where  before  the  war 
Sociahsm  was  strongly  entrenched,  where 
Socialist  theory  was  most  elaborated  and 
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the  Socialist  party  most  numerous  and 
highly  organized,  where  Socialists  took 
the  leading  part  in  the  revolution  and  have 
been  the  dominant  force  in  the  govern- 
ment for  much  of  the  time  since, — even  in 
Grermany  the  Socialist  commonwealth  long 
expected  by  the  "comrades"  has  not  ar- 
rived. Experience  and  respcmsibility  have 
taught  her  leaders  the  risk  and  danger  of 
lessening  production  and  hampering  re- 
construction at  this  critical  juncture  by 
giving  over  control  of  industry  to  the 
State. 

-  It  has  been  the  leaders  of  private 
industry,  not  the  leaders  of  the  govern- 
ment, who  have  been  showing  the  flexibil- 
ity and  adaptiveness  required  if  Germany 
is  to  avert  bankruptcy  and  chaos. 

The  world  over,  there  is  a  reaction 
against  the  claims,  the  criticisms  and  the 
illusions  of  socialism  and  agauist  the  as- 
sumption by  the  State  of  the  rights  of  the 
individual.  It  is  seen  that  only  private 
industry  can  ensure  the  initiative  and  driv- 
ing force  necessary  to  pull  the  world  out 
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of  the  slough  into  which  the  war  and  its 
consequences  have  cast  it.  It  is  recognized 
that  private  industry,  over  the  great  part 
of  the  field  of  human  activity,  has  incom- 
parable advantages.  Private  industry 
must  meet  the  remorseless  test  of  trial  bal- 
ances. Private  industry  tries  and  sifts 
and  selects  human  capacity  and  makes  it 
reasonably  sure  that  each  task  will  fall  to 
the  man  who  has  the  capacity  to  carry  it 
through.  Private  industry  meets  the 
needs  of  the  world  as  they  arise  and  de- 
velop. 

Do  not  misunderstand  me.  While  I  be- 
lieve that  business  should  have  freedom  to 
grow  and  prosper,  I  freely  agree  that  the 
Government  has  certain  proper  functions 
of  supervision  and  regulation.  It  has  the 
right  to  insist  upon  adequate  pubhcity,  it 
has  the  right  to  prevent  unfair  trade  prac- 
tices, it  has  the  ri^t  to  prevent  injustice, 
but  its  functions  of  regulation  do  not 
properly  extend  to  the  imposition  of  the 
business  discretion  of  gov^mnent  officials 
against  the  judgment  of  those  experienced 

Page  Twelve 


in  the  business.  Nor  do  they  extend  to  the 
right  to  impose  indirect  confiscation  of 
property. 

How  Industry  Can 

Aid  Government 

There  is  a  third  aspect  of  the  question, 
which  I  have  been  discussing,  not  the  least 
important.   It  is,  what  can  we  do  for  the 
State,  or  rather  for  our  country  which 
finds  one  of  its  expressions  hi  the  State? 
I  am  old-fashioned  enough  to  believe  that 
there  are  few  ways  in  which  the  average 
man  can  better  advance  the  nation's  busi- 
ness than  by  attending  to  his  own  busuiess. 
There  are  few  ways  in  which  he  can  con- 
tribute more  to  the  general  welfare  than 
by  trying  to  increase  the  efficiency  of  that 
part  of  the  nation's  force  of  labor  and 
capital  which  is  given  mto  his  care. 

There  are  many  opportunities  for  giving 
a  helping  hand  to  those  who  need  it,  but 
after  all  our  chief  contribution  must  come 
m  and  through  our  business.  The  man  who 
develops  a  new  industrial  process  or  a  more 

economical  organization  of  a  brandi  of  in- 
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dustry,  the  man  who  has  the  courage  to 
pioneer  new  trails  and  the  grit  and  re- 
source to  face  the  obstacles  that  inevitably 
block  his  path,  may  be  thinking  first  of  his 
own  gain,  but  he  is  also  working  for  the 
community.  There  is  no  better  service  we 
can  do  for  the  people  of  our  country  than 
to  make  sure  that  the  old  frontier  Ameri- 
can qualities  of  resourcefulness,  initiative, 
self-reliance,  neighborliness,  shall  not 
perish  from  among  us. 

"Stock  Dividend" 
Not  a  Tax  Enwioa 

We  are  all  perhaps  the  more  inclined  to 
consider  these  matters  because  govern- 
mental participation  in  our  own  industry 
has  been  so  often  represented  as  the  reme- 
dy for  many  economic  ills.  There  is  at 
the  moment,  indeed,  a  proposal  for  gov- 
ernment intervention  in  a  certain  phase  of 
the  industry,  which  proposal  differs  from 
many  others  only  in  that  it  is  rather  more 
niogical  than  anything  that  has  gone 
before. 

It  is  based  upon  an  allegation  that  the 

earnings  over  dividends  of  a  number  of 
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corporations  of  varied  character,  includ- 
ing one  to  which  I  bebng,  have  been  for  a 
number  of  years  sequestered  for  the  sole 
purpose  of  evading  the  super  income  taxes 
of  the  shareholders  of  these  corporations. 

As  the  merest  novice  in  business  will 
understand,  the  earnings  over  dividends 
of  these  corporations  could  not  remain  in 
fluid  form  but,  as  created,  the  growth  of 
the  enterprise  requires  that  they  be  trans- 
lated into  tangible  property  representing 
the  plant,  equipment  and  business  facili- 
ties of  these  corporations.  In  the  process 
they  were  taxed  as  earnings  and  the  re- 
mainder thus  invested  in  tangible  prop- 
erty becomes  a  fertile  field  of  taxation  for 
the  State.   In  the  form  of  new  wealth 
they  represent  progress  in  industry,  wider 
and  more  efficient  service  for  the  people, 
more  regular  and  more  profitable  employ- 
ment for  the  worker. 

These  assets,  which  thus  came  into  ex- 
istence with  an  earning  power  distinct 
from  the  earnings  of  the  original  capital 
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investment,  are  the  property  of  the  share- 
holders of  any  c(Hnpany.  They  represent 
new  capital  actually  provided  by  the 
shareholders  who  over  a  period  of  years 
have  relinquished  the  receipt  by  them- 
selves of  the  full  earnings  of  the  business 
and  by  ploughing  back  into  it  annually  a 
proportion  of  these  earnings  have  per- 
mitted them  to  fructify  into  greater  ser- 
vice to  the  community,  and  to  all  those 
engaged  in  industry. 

Only  if  these  earnings  have  been  re- 
tained by  the  corporation  in  excess  of  the 
reasonable  requirements  of  the  business 
can  there  be  any  suggestion  that  the 
accumulated  surplus  has  he&a.  diverted 
from  the  channel  of  taxable  income.  With 
an  individual  or  a  partnership  the  transfer 
of  surplus  to  capital  is  obtained  by  a  mere 
bookkeeping  entry.  The  only  legal  pro- 
cess open  to  a  corporation  is  a  stock  dis- 
tribution and  this  is  probably  the  most 
misunderstood  of  all  processes  df  com- 
merce. 


"Not  a  Dividend 
But  the  Opposite" 

It  has  been  urged  that  such  stock  divi- 
dends should  be  subject  to  income  tax,  in 
the  same  manner,  and  this  assumption 
rests  on  a  confusion  as  to  the  real  char- 
acter of  the  transaction,  due  to  the  use  of 
the  ambiguous  term  "dividend."  A  stock 
dividend,  declared  to  cover  a  surplus  ab- 
sorbed and  utilized  in  the  busmess,  is,  as 
the  Supreme  Court  made  clear  in  the 
Macomber  case,  "in  essence  not  a  dividend 
but  rather  the  opposite."  It  is  a  capital- 
ization of  surplus,  not  a  distribution  to 
stockholders.    It,  in  fact,  postpones  the 
possibility  of  realization  of  profits  by  in- 
dividual stockholders,  by  definitely  assign- 
ing the  surplus  to  capital  purposes. 

The  so-called  dividend  remains  a  part 
of  the  company's  capital.  It  is  not  at  the 
disposal  of  the  uidividual  shareholder,  but 
represents  a  part  of  the  company's  assets, 
subject  to  all  the  risks  and  fluctuations  to 
which  business  enterprise  is  subject.  The 
individual  shareholder  may  have  three  or 
five  paper  certificates  of  ownership  where 


he  previously  had  one,  and  may  thereby 
find  it  easier  to  divide  and  market  his 
holdings,  but  he  owns  no  larger  share  of 
the  business  than  before. 

The  total  assets  of  the  corporation  have 
not  been  increased,  nor  his  share  of  the 
total  assets  increased  by  this  bookkeeping 
operation.  If  the  stock  gains  in  value,  if 
the  holder  realizes  a  gain  when  he  disposes 
of  his  shares,  this  gain  will  be  subject  to 
tax  as  income. 

Stock  Dividend  Gives 
Shareholder  No  Greater  Interest 

There  is,  however,  an  impression,  dili- 
gently fostered,  that  a  stock  distribution 
is  a  medium  for  a  distribution  of  profits, 
that  the  creation  of  new  share  certificates 
is  the  creation  of  n^w  wealth,  and  that 
after  the  multiplication  of  the  shares  of  a 
given  property  everyone  concerned  is  pro- 
portionately richer.  That  would  be  true 
if  wealth  could  be  made  by  changing  a 
dollar  bill  into  four  quarters. 

The  stock  dividend  is  not  the  coinage 
of  new  values.  It  leaves  the  recipient  just 
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where  he  was,  with  more  share  certificates 
but  no  greater  proportionate  interest,  Mid 
it  leaves  the  property  represented  by  the 
certificates,  as  it  was,  with  its  service  to 
the  state  unimpaired,  and  with  its  possi- 
bilities for  potential  taxation  intact.  It  is 
no  more  the  evidence  of  undue  profits  past 
or  future  than  was  the  conversion  of  this 
vast  western  country  from  a  wilderness 
into  a  great  and  productive  national  asset. 

It  has  been  urged  moreover  that  a  poli- 
cy of  declaring  stock  distributions  injures 
the  consumer.  How  so?  How  is  the  con- 
sumer affected  adversely  by  a  decision  to 
retain  earnings  in  a  business  for  the  pur- 
pose of  extending  and  improving  it?  The 
issue  of  new  capital  stock  certificates  will 
not  permit  a  corporation  to  charge  a  cent 
more  for  its  products.  It  does  not  lessen 
the  activity  of  its  rivals,  home  and  foreign. 
It  does  not  decrease  the  supply  of  the 
product.  It  does  not  change  the  demand 
for  its  product.   What  possible  bearing 
can  it  have  on  price,  other  than  the  prob- 
ability that  prices  will  eventually  be  low- 
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ered  by  the  improvements  in  production 

due  to  the  larger  capital  investment? 

You  will  pardon  this  elementary  ex- 
planation I  hope,  because  you  will  realize 
that  the  demand  which  has  been  made  is  a 
menace  to  our  own  and  to  all  industry,  to 
all  labor  and  to  all  society.  The  proposal 
to  tax  a  proper  surplus  is  a  proposal  of 
sabotage  by  legislation.  It  is  an  incite- 
ment to  the  confiscation  of  property  which 
has  already  borne  its  full  share  of  taxa- 
tion, the  exaction  of  tribute  which,  if  it 
had  to  be  met  by  industry  generally,  would 
jam  the  machinery  of  commerce,  would 
abruptly  terminate  the  creation  of  new 
wealth  for  the  community,  and  would  pro- 
duce enforced  idleness  of  labor  upon  an 
unprecedented  scale. 

Competition  in  Industry 
Extremely  Severe 

I  have  trespassed  on  your  patience  in 
speaking  of  this  matter  of  stock  dividends 
because  it  is  a  somewhat  vital  matter  to 
you  as  well  as  to  me.  It  has  been  charged 
in  the  press  and  especially  here  in  the  mid- 
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die  west,  that  the  profits  represented  by 
the  stock  dividends  to  which  I  have  re- 
ferred were  accumulated  in  the  past  year 
or  two  instead  of  over  a  period  of  ten  or 
twelve  years,  and  had  been  made  through 
the  excessive  prices  charged  for  gasoline. 
No  one  knows  the  falsity  of  sudi  repre- 
sentation better  than  you  gentlemen  of 
the  industry  or  the  fact  that  if  the  prices 
of  gasoline  and  other  refined  products  had 
been  less  there  would  not  only  have  been 
no  profits  but  a  severe  loss  to  every  one 
engaged  in  the  Industry. 

The  fact  is  that  competition  has  been 
extremely  severe,  prices  have  been  lower 
than  very  many  companies  would  have 
liked  to  ^ee  them,  and  changes  in  prices 
have  been  due  to  natural  business  causes 
so  inexorable  in  their  operation  that  no 
company  or  group  of  companies  could 
control  them. 

.  If  the  United  States  is  to  secure  and 
maintam  its  proper  share  of  the  world's 
trade,,  if  the  merchant  is  to  have  a  market 
for  his  product,  if  the  worker  is  to  have 
sure  and  profitable  employment,  if  the 
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consumer  is  to  have  the  benefit  of  new  pro- 
cesses it  is  essential  that  the  free  flow  of 
capital  into  industry  should  be  aicouraged 
and  not  discouraged.    It  would  be  ex- 
tremely shortsighted  to  seek  to  prevent  or 
discourage  the  accumulation  of  surplus 
for  this  essential  purpose.  It  is,  of  course, 
not  possible  or  desirable  to  provide  for  all 
the  expansicMi  required  from  this  source; 
new  issues  of  stock  to  bring  in  new  in- 
vestors must  be  made  from  time  to  time, 
but  so  far  as  this  course  is  possible,  it  en- 
sures stability  and  healthy  growth  from 
within. 

This  is  the  typical  American  method 
of  business  expansion.  Any  attempt  to 
standardize  profit  at  a  fixed  level,  and 
any  assumption  that  earnings  in  excess 
of  that  level  should  be  penahzed  by 
special  taxes  or  regulations,  means  erect- 
ing a  barrier  against  American  initiative 
and  estabhshing  a  dead  level  of  inefficiency 
and  stagnation. 

It  is  just  such  agitation  as  I  have  been 
referring  to  that  has  caused  the  growth  of 
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the  industry  to  become  associated  with 

something  sinister  in  the  minds  of  many 
people. 

Growth  a  Re-creation 
Bather  Than  Evohition 

On  the  subject  of  the  growth  of  the  in- 
dustry, I  can  speak  without  being  open 
to  the  suspicicm  of  self  interest,  for  in  the 
aggregate  it  has  been  in  greater  propor- 
tion than  the  growth  of  the  unit  of  the 
industry  with  which  I  have  been  identified. 
It  has  been  misunderstood  because  it  was 
not  a  growth  in  the  ordinary  sense.  It 
has  been  a  re-creation  rather  than  an  evo- 
lution. Perhaps  the  easiest  method  of 
comprehending  the  fact  that  in  reality  a 
new  industry  has  been  created  since  about 
1906  is  to  consider  what  the  present  status 
of  the  industry  would  be  if  kerosene  had 
ranained  the  principal  product. 

In  1906  the  petroleum  industry,  with 
combined  assets  not  exceeding  three  quar- 
ters of  a  billion  dollars,  existed  primarily 
to  supply  the  world  with  33,000,000  bar- 
rels, 42  gallons  to  the  barrel,  of  kerosene, 
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principally  for  use  in  kerosene  lamps, 
which  lamps  liiemselves  represented  an 
investment  by  the  public  of  a  few  million 
dollars.  Suppose  that  there  had  been  no 
internal  combustion  engine,  no  motor  car, 
no  motor  launch,  no  airplane.  The  petro- 
leum industry  would  be  still  practically  in 
the  kerosene  business. 

In  the  year  1921  it  produced  46,312,000 
barrels  of  kerosene,  which  was  sufficient 
for  all  needs,  so  that  if  the  industry  had 
been  called  upon  only  to  increase  its  faciU- 
ties  and  its  output  to  supply  the  kerosene 
,  market  it  would  have  been  but  a  turbid 
backwater  in  the  rushing  flood  of  Ameri- 
can commerce. 

Instead  of  that,  what  happened?  The 
petroleum  industry  of  the  gasoline  age 
is  no  more  the  petroleum  industry  of 
the  kerosene  age  than  the  great  automo- 
bile industry  of  this  country  is  the  multi- 
plication of  the  old  village  wheelwright, 
laboriously  fashioning  a  democrat  waggon. 
In  1922  the  petroleum  industry,  with  com- 
bined assets  ten  times  those  of  1906  existed 
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primarily  to  supply  the  world  with  ap- 
proximately 150,000,000  barrels  of  gaso- 
line per  annum  largely  for  use  in  motor 
vehicles,  representing  an  investment  of 
between  ten  and  twelve  billion  dollars.  In 
reality  a  new  business  has  been  born  in  the 
period  referred  to,  the  capital  and  facili- 
ties required  for  which  have  been  such  as 
to  furnish  no  adequate  compariscm  with 
the  capital  and  facilities  required  for  the 
old  industry. 

Combustion  Engine 
Sev«datioBiMd  Indiutiy 

The  extraordinary  —  viident  if  you 

like — change  that  has  been  wrought  in  the 
industry  by  the  devek^mait  of  the  in- 
ternal combustion  engine  in  a  very  few 
years,  has  required  a  multiplying  of  capa- 
city and  financing  so  enormous  that 
neither  the  public  nor  the  industry  itself 
has  heen  able  fully  to  comprdieiid  just 
what  has  occurred. 

If  in  1906  one  could  have  foresee  such 
a  transformation  in  the  petroleum  indus- 
try it  would  have  been  apparent  that  the 


creation  of  the  production,  refining  and 
other  facilities  necessary  to  meet  the  re- 
quirements of  the  new  markets  for  petro- 
leum products  would  have  been  infinitely 
beyond  the  power  of  the  major  companies 
then  in  business,  to  finance.  A  new  com- 
petition, quite  irrespective  of  the  vigorous 
growtti  and  expansion  of  the  then  existing 
companies  was  inevitable. 

And  this  is  what  has  occurred. 

The  various  Standard  Oil  Companies 
could  not  have  retained  control  of  the 
eighty-five  to  ninety  per  cent  of  the  busi- 
ness which  they  collectively  held  in  1906 
without  maintaining  prices  at  such  a  low 
level  that  they  would  have  been  ruinous 
to  competition,  and  would  have  prevented 
the  accumulation  and  re-investment  of 
any   surplus   earnings    whatever,  and 
would  have  called  for  the  creation  of  bil- 
lions of  new  capital— a  manifestly  impos- 
sible proposition.  In  these  cu-cumstances 
competition  has  ensued  with  the  result 
that  the  numerical  increase  of  individual 
and  independent  units  engaged  in  the  in- 
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dustry  has  been  more  impressive  than  the 
amount  of  new  capital  which  has  been 
brought  into  service  by  these  units. 

Very  Nature  of  Industry 
Prevents  Monopolixation 

With  all  this  expansion  the  oil  industry 
remains  essentially  a  free  industry.  Its 
very  nature  prevents  monopolization  or 
group  control.  No  man  knows  today 
where  oil  will  be  found  tomorrow  or  in 
what  quantity.  No  man  or  group  of  men 
can  restrain  another  from  seeking  oil  in 
the  earth,  nor,  having  found  it,  can  they 
restrict  or  augment  its  flow. 

The  expansion  has  come  about,  not 
through  excessive  profits,  but  because  of 
the  production  and  the  application  to  a 
myriad  of  new  uses,  of  the  petroleum  de- 
posits of  this  and  other  countries.  Last 
year  the  United  States  supplied  sixty-two 
per  cent  of  the  world's  production  of  crude 
petroleum  and  by  importing  an  additional 
seventeen  per  cent  principally  from  Mexi- 
co, it  met  not  only  the  enormous  domestic 
demand  for  refined  products  but  it  ex- 


ported  2,425,000,000  gallons  of  refined 
mineral  oils,  872,000,000  gallons  of  crude, 
and  226,000,000  pounds  of  paraffine  wax, 
in  addition  to  a  vast  amount  of  minor 
products.  Approximately  fifty-eight  per 
cent  of  the  world's  requirement  of  mineral 
oils  was  provided  by  this  industry. 

The  industry  has  flourished  because  con- 
ditions of  free  competition  have  obtained, 
and  because  it  has  experienced  a  long 
period  of  almost  uninterrupted  and  unex- 
ampled growth  in  the  markets  for  petro- 
leum products. 

Svwly  Demaml 
Detenabtm  Price 

How  long  will  this  period  of  expansion 
continue?  I  cannot  prophesy,  but  one 
thing  is  fairly  certain,  and  that  is  that 
when  the  demuids  of  the  consuming  mar- 
kets of  the  world  become  reasonably  stable 
the  profits  of  the  transportation,  refining 
and  marketing  of  petroleum  products  will 
tend  from  the  sheer  force  of  this  competi- 
tion to  become  still  smaller  and  smallo'. 
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As  we  know  there  can  be  no  control 

over  production  so  we  know  also  there  can 
be  no  group  control  over  prices.  We  know 
that  the  controlling  factor  in  the  determi- 
nation of  price  is  the  fundamental  law  of 
supply  and  demand.  We  know  that  in 
no  other  industry  does  this  fundamental 
law  operate  so  relentlessly. 

The  very  nature  of  the  industry  pre- 
cludes any  artificial  price  fixing  agency. 
The  road  the  industry  has  travelled  is 
strewn  with  the  bones  of  those  who  have 
endeavored  to  run  contrary  to  this  natural 
law. 

In  the  oil  industry  as  in  no  other,  de- 
mand breeds  supply.  For  a  time  when  the 
balance  is  overweighted  at  one  end,  the 
price  may  rise,  but  not  for  long,  for  high 
prices  bring  production  and  competition 
does  the  rest.  No  better  illustration  of 
the  workings  of  the  law  of  supply  and  de- 
mand can  be  found  than  the  present  mar- 
ket for  oil  and  yet,  considering  all  of  the 
elements  going  to  make  cost,  the  price  has 
not  been  high. 
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Public  Should  Be  Informed 
About  Industry 

The  public  at  large,  however,  does  not 
pay  much,  if  any  attention  to  production 
figures.  The  opinion  of  the  man  on  the 
street  is  formed  by  what  he  pays  for  gaso- 
line and  by  incomplete  and  distorted  re- 
ports of  dividends  and  capitalizations  and 
the  conunents  thereon  that  he  reads  and 
hears.  The  fact  that  there  exists  in  the 
public  mind  a  distrust  in  these  matters  is 
in  a  larg€  measure  the  fault  of  the  industry 
because  it  has  not  sufficiently  informed  the 
pubUc  as  to  the  real  basic  facts  that  gov- 
ern conditions.  This  distrust,  and  it  is  a 
very  real  state  of  mind,  should  be  over- 
come. 

Newspaper  editors  tell  me  their  offices 
are  flooded  with  literature  aimed  at  the 
destruction  of  property  rights,  indeed  at 
the  existing  social  order.  Much  of  this 
literature  £nds  its  way  into  the  pubhc 
press.  The  public  mind  is  being  poisoned. 
It  is  time  seriously  to  meet  these  attacks 
by  proclaiming  the  facts,  by  answering 
every  falsehood,  and  by  boldly  standing 
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up  for  the  principles  which  we  believe  lie 
at  the  very  basis  of  a  people's  permanent 
prosperity  and  happiness. 

There  are  other  problems  in  the  petro- 
leum industry  which  are  as  much  misun- 
derstood as  is  the  growth  of  the  industry 
itself  and  of  competition.  I  refer  to  the 
violent  fluctuations  in  the  price  of  crude 
oiL 

Reasons  for  Violent  •  ' 

Fluctuations  in  Prices 

No  one  can  prophesy  as  to  the  cost  of 
the  crude  oil  supply  of  the  future.  A  sim- 
ple analysis  of  the  domestic  production  of 
crude  during  the  month  of  September  fur- 
nishes an  apt  illustration  of  the  fact  that 
what  would  be  an  abnormality  in  any  other 
business  is  ncmnal  in  the  petroleum 
industry. 

In  that  month  there  were  approximate- 
ly 275,000  oil  wells  in  the  United  States, 
and  they  produced  a  daily  average  of 
1,503,000  barrels  of  oil,  or  5.46  barrels  per 
well  per  day.  However,  slightly  more 
than  fifty  per  cent  of  this  total  produc- 
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tion,  that  is  to  say  779,423  barrels  of  oil, 
was  being  produced  from  only  7j097  wells, 
or  2.58  per  cent  of  the  total  number  of  oil 
wells  in  the  United  States.  Furthermore, 
one-third  of  the  production  of  the  United 
States  in  September  was  coming  from 
2,795  wells  or  1.02  per  cent  of  the  total 
number  of  oil  wells. 

It  will  thus  be  seen  that  if  there  were 
any  arbitrary  power  in  the  oil  industry 
where  one  per  cent  of  the  total  number  of 
producing  wells  could  be  shut  off,  we 
would  be  in  the  midst  of  the  most  pro- 
found oil  shortage  ever  experienced  in  the 
history  of  the  world.  If  the  drilling  oper- 
ations represented  by  this  one  per  cent  had 
been  unsuccessful  the  price  of  oil  would  be 
much  higher  than  it  is  today,  because  it 
would  be  governed  by  the  cost  of  produc- 
tion of  producers  with  much  higher  costs. 

£conomists  have  found  that  in  the  long 

run  the  price  of  an  article  is  determined 
by  the  costs  of  that  producer  whose  added 
product  is  essential  to  meet  the  demand. 
The  application  of  such  a  rule  to  the  oil 
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industry  of  itself  would  explain  the  fluctu- 
ations of  price  which  have  excited  public 
comment. 

There  is,  however,  in  the  industry,  a 
complication  which  in  a  degree  at  least 
does  not  exist  in  any  other  industry.  The 
nature  of  oil  production  is  such  that  the 
shutting  down  of  an  oil  well  during  » 
period  of  overproduction  may  ruin  the 
well,  so  that  we  have  the  unique  economic 
situation  that  whereas  on  the  one  hand  a 
high  cost  producer  must  continue  to  pro- 
duce at  a  loss,  on  the  other  hand  the  low 
cost  producer,  or  the  wild-catter  who 
thinks  he  has  a  rich  pool,  may  proceed  to 
the  limit  of  his  financial  resources. 

If  a  few  producers  succeed  in  bruiging 
in  a  number  of  flush  pools,  the  price  of  oil 
falls  below  a  figure  which  justly  taxes  the 
patience  of  the  great  bulk  of  the  produ- 
cmg  industry;  and  if,  on  the  other  hand, 
they  fail  to  develop  prolific  pools  current- 
ly, a  shortage  of  oil  occurs  wMch  taxes  the 
patience  of  the  consumer.  The  consmiier 
should  know  that  it  is  only  by  averaging 
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the  losses  of  low  priced  periods  and  the 
profits  of  high  priced  periods  that  the 
average  producer  with  settled  production 
is  able  to  make  a  return  upon  his  inyest- 
ment. 

Free  Play  to  laittative 
Is  Affcorded 

Beset  with  natural  difficulties  incident 
to  no  other  calling,  and  confronted  with 
hazards  more  analogous  to  a  game  of 
chance  than  to  the  average  commercial  en- 
terprise, the  petroleum  industry  has  been 
blessed  in  one  respect.  The  development 
of  no  industry  either  in  the  United 
States  or  anywhere  that  I  know,  has 
.  afforded  freer  play  to  the  initiative  and 
the  resourcefulness  of  the  American  youth 
than  has  ours. 

Scarcely  more  than  a  decade  ago  the 
courts  of  this  land  dissolved  the  then 
Standard  Oil  Company  (New  Jersey) 
into  a  number  of  separate  and  distinct 
■  units.  That  judgment  has  been  faith- 
fully and  implicitly  obeyed,  and  there 
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have  arisen  scores  and  himdreds  of  sturdy 
and  seasoned  and  prosperous  competitive 
enterprises,  each  fulfilling  its  own  service 
to  the  American  people. 

Having  ensured  that  a  full  measure  of 
competition  would  prevail,  the  courts  have 
left  the  development  of  the  industry  to  its 
founders  and  to  those  willing  to  engage  in 
it  and,  free  from  either  patronage  or  un- 
due restraint,  it  has  become  as  a  factor  in 
the  commercial  life  of  the  nation  perhaps 
second  only  to  the  railroads.  It  promises 
even  to  outstrip  the  railroads,  and  for 
what  reason?  Because  the  railroads  have 
been  subject  to  government  control  and 
regulations,  from  which  this  industry  has 
been  fortunately  relatively  free,  and  with 
what  result? 

Too  Much  State  C<mtrol 
HampeA  Railroads 

In  this  bountiful  year  when,  under 

the  stimulus  of  enormous  crops,  com- 
merce  is   demanding   adequate  traius- 


portation  facilities,  there  exists  the  gravest 
shortage  of  railroad  cars  and  equipment 
in  the  history  of  the  transportation  indus- 
try in  this  country.  We  have  seen  within 
the  recent  past  the  closing  down  of  grain 
elevators  in  the  middle  west  here,  entailing 
enoimous  loss  to  the  grain  growers  be- 
cause the  railroads  have  not  been  able  to 
fmiction  to  the  full  requirements  of  com- 
merce. Secretary  Hoover  recently  esti- 
mated that  every  period  of  shortage  of 
transportation  costs  the  coimtry  a  billion 
dcdlars. 

For  years  traffic  earnings  have  been  so 
limited  by  government  management  and 
control  that  there  has  been  practically  no 
capital  available  for  expansion  of  terminal 
facilities,  for  new  trackage  and  equipment, 
or  even  for  adequate  maintenance.  In  its 
hour  of  greatest  promise  the  commerce  of 
the  nation  finds  itself  shackled  by  the  mis- 
takes of  those  who  imposed  upon  the  rail- 
roads all  the  disabilities  of  undue  govern- 
ment regulation  and  control. 
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Industry  Seeks  to 
Work  Out  Own  Destiny 


The  petroleum  industry  during  the  war 
period,  under  of&cial  supervision,  was 
wisely  permitted  to  function  according  to 
the  wisdom  and  experience  of  its  own  ad- 
ministrators, with  the  result  that  it  is  hap- 
pily not  in  the  plight  of  the  railroads,  and 
what  is  more  important,  it  is  iu  a  position 
to  afford  the  maximum  of  service  and  value 
to  the  state.  It  was  a  creed  which  I  per- 
sonally fervently  proclaimed  that  the  in- 
dustry should  be  permitted  to  govern  it- 
self, within  due  and  proper  limits  and  that 
the  government  should  do  for  it  the  things 
which  it  could  not  do  for  itself,  and  that 
creed  is  just  as  appropriate  today  as  it  was 
during  the  war. 

Our  commerce  has  never  halted  because 
of  the  failure  of  the  petroleum  industry 
to  perform  its  part  and  there  is  no  indus- 
try so  closely  woven  into  the  agricultural 
Mid  industrial  and  social  fabric  of  our 
country.  Through  wholehearted  coopera- 
tion within  the  petroleum  industry  and  in 
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a  spirit  of  tolerance  and  mutual  helpful- 
ness and  with  a  deep  sense  of  our  obUga- 
tions  and  responsibilities  to  the  public,  I 
look  with  confidence  to  the  appeal  of  this 
industry  to  the  American  people.  We 
ask  to  be  allowed  to  work  out  our  destiny 
as  one  of  the  chief  contributors  to  the  wel- 
fare and  prosperity  of  our  own  nation, 
and  one  of  the  most  powerful  agencies  in 
the  extension  of  our  influence  abroad. 
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